OREGON BUSINESS REVIEW 


BUREAU OF BUSINESS RESEARCH, SCHOOL OF BUSINESS. ADMINI 
UNIVERSITY OF OREGON, EUGENE, O 
WESLEY C. BALLAINE, EDITOR™ 





ran. VI, No. 12 








THE CAUSE OF HIGH PRICES 





THE REA 


PRO 4: 
IN THE GRAIN MARKETFILE-COPY THE “DOLLAR SHOR TAI 


N. J. BARBARE 


President, Portland Grain Exchange 


In terms of grain, the Pacific Coast is more or less 
of a “foreign country” within the United States. This 
becomes more true from month to month as rail 
rates steadily advance and cheap ocean freight is no 
longer obtainable to the Gulf and the Atlantic Coast. 
It now costs over 55 cents to ship a bushel of wheat to 
Chicago by rail. 

The Pacific Northwest—Oregon, Washington, 
and northern Idaho—normally grows about one- 
tenth of the wheat crop of the United States. This 
year the crop is estimated at slightly over 106 million 
bushels. Because of our relatively small population, 
we consume only about 13 to 15 million bushels in the 
form of flour. We cannot grow corn commercially in 
this area, so about 10 to 15 million bushels of wheat 
is fed to our poultry and livestock. Another 4 million 
bushels is used for seeding. 

Our wheat production runs from 85 to 105 million 
bushels and our total consumption averages about 

million bushels. The balance is surplus and must 
find a market outside this area. In the past, we have 
exported wheat to Europe, and have shipped wheat 
and flour to the Orient—both in large quantities. 
California is a deficit wheat area; normally we supply 
a large part of the wheat and flour requirements of 
that state. 

We grow, principally, a soft type of wheat. It is 
highly valued for hot breads, pancake flour, pastry, 
crackers, and ice-cream cones. There is seldom 
enough soft wheat grown in the Middle West; this 
is especially true since soybeans have taken over so 
much of the soft-wheat acreage in Ohio, Indiana, 
Illinois, and Missouri. We have a pretty regular bus- 
iness in our soft wheat and flour to the southeastern 
and Atlantic states, although lately this has been re- 
stricted by advancing freight rates. 

The purpose of this committee is to seek the 
reasons for high prices, and to find out what can be 
done about them. There has been a tendency in the 
Administration to look ak~~t for somebody on whom 
to place the blame. The grain exchanges have been 
a convenient target, because it is in the exchanges 
that changing prices of commodities are quickly reg- 
istered and immediately broadcast for the world to 
know. Denunciation of speculation in grain on the 
Qroards of trade has been a favorite subject of political 

(Continued on page 3) 
* This paper was prepared for the Subcommittee of the West 


of the Congressional Committee on the Economic Report, which 
held hearings in Portland in October 20 and 21, 1947. 
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Among the desctiptixe phraseused to designate 
the crisis in which many nations of Western Europe 
now find themselves engulfed is the expression “‘a 
dollar shortage.” The term is easily misleading in 
regard to the nature of the problem. For by using this 
term one can readily make the problem appear to 
be purely a financial one, and can easily attribute the 
trouble to a malevolent America. 

It should be noted, first, that the dollar shortage is 
not confined to Western Europe—even though the 
Marshall Plan, designed among other things to al- 
leviate the dollar shortage, is being planned primarily 
for Western Europe. Actually, the so-called “dollar 
shortage” is a world-wide condition. Asia, South 
America, even Canada find the supply of dollars 
short: and because the supply of dollars is short, 
their purchases of badly needed American food and 
machinery are greatly curtailed. Every country de- 
pendent upon American supplies is lacking in dollars 
with which to pay. 

But, while nearly all the world faces a “dollar 
shortage,” the problem primarily centers in Western 
Kurope—or we may perhaps better say that we are 
primarily aware of the Western European situation 
because of its bearing upon the future of Russian 
power and position and our own grave uneasiness. 

The important fact in most areas is really not the 

shortage of dollars but the shortage of food and 
equipment for reconstruction. Dollars are needed to 
pay for these things, but the basic need is clearly not 
money but goods. Dollars are merely the go-between, 
as money always is. Food, clothing, raw materials, 
and equipment are really needed, but the exchange 
medium is purchasing power—money—dollars. 
_ How can the dollars for purchasing be obtained by 
the countries now finding their purses empty? At the 
time Britain’s plight first became acute, Foreign 
Minister Bevin came forward with a concrete pro- 
posal. He suggested that America take a substantial 
portion of the gold stock now held by the United 
States and divide it among the countries (primarily 
of Western Europe) now so desperately needing dol- 
lars. This would strengthen and stabilize the curren- 
cies of the countries to whom the gold was given and 
enable them thereafter to obtain the purchasing 
power needed. Indeed, the very receipt of the gold 
would provide a corresponding amount of dollars. 

The gold about which Foreign Minister Bevin was 
talking was the gold now “buried,” as we say, at 

(Continued on page 2) 
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THE REAL PROBLEM BEHIND 
THE “DOLLAR SHORTAGE” 


(Continued from page 1) 


Fort Knox, Kentucky. While America cannot be said 
to have a corner on the world’s gold stock, she has a 
large portion of it and it is “buried” at Fort Knox. It 
is not in circulation, is not being used to redeem paper 
money which is in circulation, and bears only slight 
relationship to the value of America’s monetary unit, 
the dollar. None of the world can be said to be on a 
gold standard. 

To follow Bevin’s suggestion and divide up the 
gold would by no means solve the problem which 
exists. It would give temporary relief to the im- 
mediate shortage of dollars. For example, if a country 
received $750 million of the gold, it would have that 
much purchasing power which could be spent for the 
needed food, raw materials, and equipment. But this 
would by no means solve the real problem. Unless 
some fundamental changes in economic conditions 
take place, the moment $750 million had been used up 
the country involved would be back in the same pre- 
dicament again and would be faced once more with 
a “dollar shortage.” In and of itself, dividing up the 
gold would be merely a palliative, not a cure. 

Much the same may be said for all other forms of 
relief in the way of gifts and loans. Unquestionably 
they are imperative up to a certain point. The United 
States cannot be blind to the hunger and cold of the 
coming desperate winter. Starvation and suffering 
face many areas unless help is promptly forthcoming. 
To alleviate this suffering gifts and loans must be 
made, and made in large amounts. But it should al- 
ways be borne in mind that, unless other things are 
done also, the problem will not be solved but merely 
alleviated for the moment. Gifts and loans, whether 
oi gold or other means of purchasing, are themselves 
quickly used up and must be added to again and again 
unless the forces of production are set going and the 
channels of trade and commerce are opened up. 

The final solution to the problem of needy coun- 
tries is production, heavy production, by the coun- 
tries themselves. They must either produce the food, 
fuel, clothing, and things they desperately need or 
else must produce other things which can be sold 
either to America or other countries and thus provide 
the purchasing power—the dollars—necessary to 
buy the supplies needed from the United States. It is 
this ability to produce, to produce things which other 
peoples want, which provides the steady flow af 
purchasing power necessary to buy continuously the 
food, raw materials, and equipment needed year after 
year. Dollars given in the form of gold, or given or 
loaned in any other form, provide a temporary relief 
only. They alleviate the immediate suffering but do 
not provide lasting results. A permanent solution 
must rest upon steady production by a diligent and 
efficient population. 

What now can be said for the Marshall Plan? Is it 


merely a program of gifts and loans; so many hun- 
dreds of millions of dollars to this country, and so 
many hundreds of millions to that one? If so, the 
plan will temporarily ease the suffering and ease th 
“dollar shortage ;” but, as soon as the funds ois 
or loaned are used up, the economic world will find 
itself once more in its present state of “dollar 
shortage.” 

The Marshall Plan involves more than the gift or 
the loan of “dollars.”” Necessarily some of the loans 
will go into immediate relief. But a large portion is 
to go into the reconstruction of the shattered system 
of production in Western Europe. The loans are to 
be conditioned upon the setting up, by the peoples 
aided, of satisfactory arrangements for self-help. 
Major sections of the assistance must go into equip- 
ment and raw materials for production. It is this 
conditioning by the United States of the proposed 
loans that has provided the basis for the charge that 
the United States is attempting to dictate to the na- 
tions of Europe their economic policies and thus to 
acquire a domination over them. It is unfortunate 
that the charge is being made, but it is unquestion- 
ably essential that the conditions be imposed. If 
reasonable conditions of self-help, self-help to the 
very limit of the capacity of each nation being aided, 
are not imposed, there is grave danger that in some 
cases the “dollar” assistance will not solve the root 
problem. To repeat, it is essential that economic re- 
construction be accomplished and a steady flow of 
production be achieved at the earliest possible mo- 
ment. Only thus can the buying power of the nation 
be permanently assured and the “dollar shortage”’ 
cease to be a constantly recurring condition. If the 
Marshall Plan can be successfully carried through. 
the nations now in desperate need will have “dollars” 
available, dollars earned, not acquired through 
charity only; they will have achieved their own eco- 
nomic stability and will face a prosperous future with 
decent and steadily improving standards of living. 

The current “dollar shortage” in many nations is 
a call, not merely for charity from America, but for 
assistance in achieving a sound economic recon- 
struction. The economic future of ourselves as well as 
of others rests upon successful cooperation during 
the next few months. 





Oregon businessmen will be interested in the com- 
ing “March of Time” film, Public Relations—This 
Means You. Public relations is a topic that has 
caught the public’s fancy, yet few people know what 
it means. As a result, charlatans have had the oppor- 
tunity of foisting on business considerable “hokus 
pokus” activities parading under the caption of “pub- 
lic relations.” The keynote is given by Mr. W. Averell 
Harriman, Secretary of Commerce. The film then 
traces the history of public relations since the days "e 
Ivy Lee. Incidentally, the School of Business Admin- 
istration of the University of Oregon last year intro- 
duced a course in business public relations in order to 
keep pace with current business interests. 
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THE CAUSE OF HIGH PRICES 
IN- THE GRAIN MARKET 


(Continued from page 1) 


Giiscourse for generations past. For this reason, we 
are anxious to take every opportunity to acquaint 
members of Congress with the actual operation of our 
efficient grain-marketing machinery. 

Because of the spotlighting of grain prices during 
the past few weeks, it seems to me that your com- 
mittee may be especially interested in the following 
fundamental subjects: (1) The part which specula- 
tion plays in our markets. (2) The contribution, good 
or bad, that speculation makes to the over-all econ- 
omy and its effect on prices. (3) What “hedging” is 
and the benefits derived from it, not only by the grain 
trade, but also by processors, producers, and con- 
sumers. (4) What effect the export relief program 
and government buying has had on prices. 

At this point I think two or three definitions are in 
order: Hedging is the process of insuring against loss 
due to market price fluctuations. Cash grain is the 
term used for actual carloads of grain which are of- 
fered for sale, or for specific quantities and qualities 
of grain stored in an elevator, or sold to arrive at an 
early date. Futures contracts represent undertakings 
by sellers to-deliver certain quantities of grain of 
contract grade at a certain place during certain con- 
tract months, such as May, July, September, or De- 
cember. These contracts, for wheat, are in units of 

5,000 bushels. The principal futures-contract markets 
}.:. in Chicago, Minneapolis, and Kansas City. It is 
only in futures markets that hedging can be executed, 
and it isin futures that speculators play an important 
role. 

People interested in growing, marketing, or pro- 
cessing grains in the Pacific Northwest have no re- 
liable way of hedging their purchases and sales. The 
differentials between our market and the Chicago, 
Minneapolis, and Kansas City markets are so un- 
certain and vary so much that hedging in those mar- 
kets is a dubious safeguard. In an attempt to supply 
this deficiency in our local marketing machinery, 
futures-contract markets were organized in Port- 
land and Seattle about twenty years ago. They were 
reasonably successful for a few years but, during the 
depression, speculation died out and the volume of 
trading became so small that the markets have been 
practically useless for hedging purposes since then. 

In the absence of an effective hedging market, a 
grain merchant must, each day, limit his purchases 
from farmers to the amount of grain and kind of 
grain which he can sell on that same day. In normal 
times this means that a farmer cannot always find a 
buyer for his grain on the day that he elects to sell. 
It also means that a flour miller, feed mixer, or 
exporter cannot accept sales orders unless he can find 

armers who are ready to sell on the particular day 
he gets such an order—unless, of course, he is willing 
to speculate by selling short. 

It is this sort of situation that futures markets, 





such as we have in Chicago, Minneapolis, and Kansas 
City, are designed to cure. Grain merchants tributary 
to those markets can buy every day whatever quan- 
tities and qualities of cash grain that farmers may 
wish to sell. The grain merchant merely hedges his 
net long position each morning by selling a like 
quantity in the futures market. His position then is 
even, and he doesn’t care if the market goes up or 
down: : 

Millers likewise use the futures markets to hedge 
grain purchases in excess of their daily flour sales. 
A miller’s wheat purchases must be selective as to 
varieties, grades, and protein content. He must buy 
suitable carloads of grain as they come on track, and 
this builds up an inventory so that he can supply his 
customers with family flour, baker’s flour, cracker or 
pastry flour, whenever the customers are ready to 
buy. He does not dare let too much desirable wheat 
go past his mill without making sure of a safe supply. 
Yet, he doesn’t want to speculate on the price. He 
may actually be bearish on wheat, but nevertheless 
be impelled to buy. So the miller, too, uses the futures 
market in order to avoid speculation. 

It is natural that purchases by hedgers on any one 
day will not exactly equal the sales made by other 
hedgers on that same day. During the harvest move- 
ment, when selling by farmers is heaviest, the sales of 
futures contracts by cash-wheat buyers will far out- 
run the total purchases of futures by cash-wheat 
sellers. Grain merchants, flour millers, and others 
are filling up their storage space at that time. Their 
purchases must be hedged—not only because they 
want to avoid speculation, but also because their 
banks will not finance appreciable quantities of grain 
unless their purchases are hedged. 

Later on, as this accumulated cash wheat is sold 
and goes into consumption, these hedgers who orig- 
inally sold futures against their cash-wheat pur- 
chases must now buy back the futures as they sell 
out their cash wheat. During this consuming period, 
when the movement from farms is pretty well over, 
purchases of futures by hedgers may far exceed sales 
of futures by hedgers. 

It is in the balancing of these purchases and sales 
of futures by bona fide hedgers that the speculator is 
a requisite to the marketing process. Without an ade- 
quate volume of speculative buying and selling, no 
futures market can long exist. While speculators are 
always on both sides of the market, some buying and 
others selling, prices must always move to a point 
where the net speculative buying or selling will 
exactly offset the net selling or buying by hedgers. 

For example, suppose that the trading in Chicago 
wheat for a particular day is 10 million bushels, and 
that of this quantity hedgers have sold 5 million 
bushels while other hedgers have bought 2 million 
bushels. Obviously, speculators must have sold the 
remaining 5 million bushels and bought the other 8 
million. Without the speculative trading, only 2 mil- 
lion bushels of hedges could have been sold. There 
would have been no buyers for the other 3 million 
bushels that day.Grain merchants or millers who sold 
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the other 3 million bushels that day would not have 
been able to place their hedges. They would, there- 
fore, have had to abstain from buying the farmer’s 
wheat on that day. Those farmers would have had to 
wait another day, or another week, or perhaps a 
month. During that wait, the farmer himself would 
be an involuntary speculator, because his actual desire 
was to sell. 

This illustrates the point that I have been trying to 
make, namely: Speculation is not something which 
is made, or created, within a grain futures market. 
Speculation is a circumstance which exists in the 
very nature of economic affairs. In grain, the farmer 
is the original speculator. His speculation starts 
when he buys his land, his equipment, and his seed. 
He speculates as to what he shall plant, and whether 
he may produce a crop, and how big it may be. He 
speculates as to the price he may get for it when har- 
vested 

Once the crop is grown, there is a continuing spec- 
ulative market risk, which sticks to that crop until 
it is consumed. The risk goes right along with the 
grain from buyer to buyer, as an integral part of its 
existence. Yet the consecutive buyers of that farmer’s 
crop ordinarily have no desire to speculate in connec- 
tion with it, any more than they would want to as- 
sume the risk of fire by holding it uninsured. Their 
business is to transport the grain from one place to 
another, to store it until it is needed, or to process it 
into a useful product. Handling grain in large quan- 
tities year in and year out, for a profit of 1 per cent 
or less, they cannot afford to take market risks. In 
time they would surely go bankrupt. The grain 
futures markets afford a place where the inherent 
market risk in connection with any lot of grain can 
be transferred from business people to men who de- 
liberately undertake to risk their capital in that way. 
Speculation is not created in the futures markets—it 
is merely transferred from owners of grain to volun- 
tary risk takers, just as fire risk is transferred from 
owners of property to insurance companies. 

It will be seen from the above explanation that 
hedging markets cannot exist without sufficient spec- 
ulative buying and selling to make up the discrep- 
ancy between hedgers who must sell futures and 
hedgers who need to buy futures. This explains the 
reluctance of the larger futures markets to comply 
with recent Administration demands that specula- 
tion be curbed by raising margins. 

We have seen the usefulness of our Portland and 
Seattle futures markets disappear for lack of specu- 
lative buying and selling. In a sense, we have had to 
use the Commodity Credit Corporation for our hedg- 
ing market, since this agency has been in the market 
daily for unlimited quantities of wheat. But this 
merely means that the risk has been transferred to 
the United States Treasury, or ultimately to the tax- 
payer. It does not mean that the risk has ceased to 
exist. Pacific Coast flour millers have had only three 
choices: to limit wheat purchases to the amount of 
their flour sales; or to follow the somewhat haz- 
ardous procedure of hedging in Chicago, Minneapo- 





lis, or Kansas City; or to speculate. Probably they 
have done a little of each. 

I have gone into the technicalities of grain market- 
ing in some detail in order to illustrate: (1) that the 
elimination of risks has made it not only possible, 9) 
necessary, to keep handling margins very low; an 
(2) that speculation in itself is not responsible for 
present high prices. 

In connection with the first it is only necessary to 
say that, the smaller the risks, the more people there 
are who are willing and able to do grain business— 
therefore the greater the competition. Trading is done 
by public outcry on the floors of the exchanges. The 
prices are telegraphed to all parts of the world, and 
are broadcast by radio in all farming communities 
in the United States within a matter of minutes 
after the markets close. Farmers know what prices 
they should receive and are in position to demand 
them. Historically, the margins of profit have always 
been widest in narrow markets where it is difficult 
to learn what prices actually are being paid. 

It has been shown that speculators are always on 
both sides of the market, some buying and some sell- 
ing. When the recent agitation for higher margins 
began, early in September, much was made of the 
Commodity Exchange Administration report. on 
speculative open trades in corn. It was shown that 
in speculative accounts there was an open long in- 
terest of about 43 million bushels, and an open short 
interest of 39 million bushels. It would seem obvious 
that these were reasonably near in balance, and that 
the influence toward lower prices must have been 
almost as great as the influence toward higher price 

It is quite clear that the biggest single factor in the © 
grain markets has been the reduction in the estimated 
United States crops of corn and oats. The corn crop 
estimate shows a reduction of 829 million bushels as 
compared with last year. The oats crop shows a re- 
duction of 278 million bushels. These compare with 
an increase of only 253 million bushels in the wheat 
crop. 

These facts began to be apparent during July and 
early August. Owing to rain and floods in the corn 
belt, planting had been dangerously late, and ideal 
conditions would be needed to make a crop. There be- 
gan to be alarming reports from Europe concerning 
the quantities of imports which would be required. 
Dr. D. A. Fitzgerald, director of the International 
Emergency Food Council, said in Paris on July 9 
that import requirements would be 50 million long 
tons or 1,867 million busheis of grain; and that maxi- 
mum world exports could not be over 32 million tons 
(exports last year were only 28 million tons, of which 
the United States supplied about 15 million tons). 
The market advanced 9 cents the next day. 

During late July and August there was. a steady 
over-all rise in the market. Corn prospects were dis- 
couraging and there was deterioration in the 
Canadian wheat-crop prospect because of scorching 
heat. The hoped-for 500 million bushels’ in Canada ~ 
began to look more like 350 million. The Commodity 
Credit Corporation had been a continuous buyer of 
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wheat in the United States. By August 21, aggregate 
purchases of wheat by all CCC offices since the start 
of the 1947 program had been above 100 million bush- 
els. Chicago December wheat had advanced a fur- 
ther 8 cents, to $2.3434. Substantial CCC purchases, 
plus new buying and short covering, put December 
wheat up to $2.55 by September 2. 

It began to be realized that, with an unusual de- 
mand for wheat to feed animals and poultry, plus the 
government plan of exporting 450 to 500 million 
bushels of wheat, this country would be dangerously 
short of grain. The European crop was reported to 
be overestimated and would be 20 per cent less than 
the 1,350 million bushels harvested last year. Prewar 
Europe had averaged 1,650 million bushels and had 
imported 400 million bushels besides. 

At this point, I would like to call to the particular 
attention of your committee the erratic action of 
grain markets since early September, and to some of 
the circumstances which accompanied those market 
gyrations. The preceding paragraphs have shown rea- 
son enough for general market strength and higher 
prices; but I believe that the violence of the market 
movements since early September has been largely 
due to injudicious statements emanating from gov- 
ernment officials concerning plans, policies, and 
commitments, and even concerning the future course 
of the wheat market. For example: 

During the first week in September, wheat ad- 
vanced about 10 cents per bushel. Commodity Credit 
Corporation buying in the Midwest indicated govern- 
ment determination to proceed with its huge export 
program. It was announced that shipments during 


~ August were of record size—70 million bushels of 


wheat and flour equivalent. In a broadcast on Sep- 
tember 5 from Albuquerque, New Mexico, Secretary 
of Agriculture Anderson said that exports must be re- 
duced because of the short corn crop. Washington 
advices indicated exports of all grains would be cut 
to 400 million bushels or less, compared with pre- 
viously stated figures of 450 to 500 million. 

On September 9, there was a sensational story out 
of Washington that more realistic government of- 
ficials handling the export program are resigned to 
$4.00 wheat by next spring, which price was cited 
as being comparatively low in relation to values for 
wheat from surplus nations other than the United 
States. This statement was subsequently denied, 
with an explanation that the Department of Agricul- 
ture is not reconciled to the thought of paying such 
prices and that $3.00 represented a truer picture of 
their estimate of a possible further price advance. 
Even this statement, obviously, had a marked bull- 
ish effect and was instrumental in bringing in con- 
siderable speculative buying. Chicago December 
wheat advanced 8% cents, and a further 614 cents 
the next day, to $2.80%. 

On September 11, Senator Flanders advocated 100 


, per cent margins on grain futures purchases. There 


was division of sentiment between the Department of 
Agriculture and the State Department concerning 
proposed cuts in export allocations. Wheat closed 3 





cents lower. Next day there were rumors from Wash- 
ington that a food-conservation drive was contem- 
plated, and wheat declined 514 cents. 

During the following week there were various con- 
fusing and conflicting statements from Washington, 
threatening re-imposition of price and usage con- 
trols and blaming the upswing in prices on specula- 
tion. The Commodity Exchange Authority requested 
33 1/3 per cent margins on speculative trades. Attor- 
ney General Clark called for probers to go after the 
conspirators who were forcing prices up. The Depart- 
ment of Agriculture slashed export allocations for 
November by 35 per cent. Secretary Anderson made 
a radio statement revising export goals to around 350 
million bushels of wheat and flour and 50 million of 
other grains. The State Department appeared over- 
ridden in its determination for maximum exports as 
a political instrument abroad. By September 19, Chi- 
cago December wheat had declined 20 cents per 
bushel, to $2.6034. 

On September 20, Secretary Anderson made a 
bearish statement in Chicago, citing statistics and 
saying, “We would find 500 million bushels [wheat] 
for shipment abroad if we had to.” He said grain 
grain prices were tumbling “because the people are 
beginning to realize the wheat crop is there and there 
is no shortage ... If the size of the wheat crop com- 
pared with the amount being exported and the 
amount left over were widely known, the bottom of 
speculation would drop out.” 

During the next week the Cabinet Food Commit- 
tee, including Secretaries Marshall, Harriman, An- 
derson, and Royall, and Undersecretary of Agricul- 
ture Dodd met with the President; their report, 
released September 25, showed that 470 million 
bushels of all grains can be spared for export. Presi- 
dent Truman called for a voluntary cut in food con- 
sumption and appointed a Citizens Food Committee 
with Charles Luckman as chairman. By September 
27 wheat recovered 15 cents, to $2.76. 

On September 29, the President’s Committee on 
Foreign Aid, with Secretary Harriman as chairman, 
made a special interim report showing that the 
United States, during the crop year 1947-48, “clearly” 
can export 500 million bushels of wheat and 70 mil- 
lion other grains without “physical hardship” on the 
American people. Livestock and poultry feeding 
would have to be held down to 250 million bushels. 
Secretary Harriman called for a policy decision on 
more-agegressive buying, even at the risk of pushing 
prices higher, rather than covering needs from month 
to month. Chicago December wheat advanced the 
limit, 10 cents, to $2.857%. 

In the ensuing week, the food-conservation pro- 
gram was announced; grain exchanges complied 
with the President’s request to increase margins on 
speculative trades to one-third of the value; and it 
has become more and more apparent that Secretary 
Harriman’s suggestions for aggressive government 
buying are being carried out. 

Exports for July, August, and September were 
equal to 203 million bushels, and total government 
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and private purchases for the export program are 
estimated at 256 million bushels up to October 3. 

This constant buying, coupled with diminished of- 
ferings by farmers, has steadily put the market up— 
despite higher margins, reduced speculative trading, 
and the food-conservation program which is barely 
under way. As this is written, on October 16, Chicago 
December wheat has advanced to $3.02%. President 
Truman has disclosed today that Attorney General 
Clark is investigating “gambling” on the grain ex- 
changes. Questioned by reporters as to whether 
government purchases for foreign relief are largely 
responsible for prevailing high prices, the President 
said that, while this buying has had some effect, it is 
not considerable. 

On the opposite side is Secretary of Agriculture 
Anderson, who said on the “Meet The Press” radio 
program, on October 5:“...’ The farmer is not making 
too much money out of this. When you realize that 
our grain relatively speaking has been the cheapest 
grain in the world, you realize they haven’t. Here is 
Argentine wheat selling at over $5 ...a very dis- 
tinguished government official said to me not long 
ago, representing another country: ‘We think your 
wheat at $3 would be a great bargain.’ So I don’t think 
the farmer price is out of line.” 

Recently, there has been talk of introducing legis- 
lation at the next session of Congress to give the 
eovernment stricter controls over futures markets. 
This is a subject which you gentlemen may have to 
decide upon, and we hope you will be thoroughly in- 
formed. From reports about the Attorney General 
investigating “gambling” on the grain exchanges, 
one might assume that there are secrets there to be 
uncovered, Actually, the Commodity Exchange Ad- 
ministration keeps a man permanently at each major 
exchange. He receives detailed weekly reports and 
has access to all information. The name of any per- 
son having a net speculative position of more than 
200,000 bushels must be reported. The Secretary of 
Agriculture has the power to fix by order, after an 
informal hearing, the amount of grain which any 
one person may own or control. Within the last year 
he has reduced such quantities for cotton and rye, 
when it seemed advisable. 

Under regulations of the Commodity Exchange 
Administration, members must keep on file all of the 
news items, gossip, and information which they issue. 
The file is subject to examination, and there are 
serious penalties for untruths or any intent to mis- 
lead the public. This is a good regulation and has 
eliminated many of the old abuses which were de- 
liberately designed to stimulate speculation. Yet the 
worst of the old offenders, in their palmiest days, 
were never able to equal in stimulating effect the flow 
of news, rumor, and gossip which lately has come out 
of Washington. 

With inflammatory statements and reports broad- 
cast almost daily, plus the well-known facts of 
coarse-grain shortages in the United States, greatly 
reduced crops in Europe, Canada, and Argentina, and 
bad seeding conditions for our 1948 winter-wheat 


crop, it is not surprising that speculation has in- 
creased. Before the war, total exports by all surplus 
grain countries averaged about 600 million bushels 
of wheat. Last year, the United States alone exported 
almost 570 million bushels, and an equal quantity is 
contemplated for this year. | am sure that you gentle- 
men want to know to what extent high grain prices 


gree they are due purely to speculative buying. 

We submit that speculative trading has only a 
temporary effect on prices, lasting for a matter of 
days, at best. Speculators do not try to influence the 
market; they try to judge conditions correctly and 
act accordingly. If they have misjudged conditions, 
they will surely lose their money. Speculative buying 
and selling in great volume may cause markets to 
move faster, or farther, than otherwise might be the 
case, but if it moves up too far, or down too far, a 
corrective movement inevitably takes place; the 
price soon adjusts to supply-and-demand conditions 
for the actual cash grain. This year, on the contrary, 
cash-grain prices have consistently led the futures 
markets upward. Speculators have never caught up 
with the fabulous demand for actual cash wheat. The 
cheapest wheat has always been in the futures 
market. 

So far as the Pacific Coast is concerned, a few brief 
figures tell the story. Our crop is estimated at 106 
million bushels. Between 50 and 60 million bushels 
of this wheat has been sold by the growers. Out of 
this quantity, the Commodity Credit Corporation has 
bought 28 million bushels, and we estimate that 
another 10 million bushels has been sold for export 
as flour. In other words, over half of the wheat sold 
by farmers has gone to the export program. We have 
almost no trading in our futures market, and no spec- 
ulation in it. Nevertheless, from September 2 to 
October 16, the Commodity Credit Corporation’s 
buying price in Portland has advanced 50 cents per 
bushel. In the same period Chicago December has 
advanced 47 cents per bushel. The advance in Port- 
land is entirely due to cash-grain purchases by the 
Commodity Credit Corporation and other legitimate 
users. 

Please understand that we are not critical of the 
export program. Most of our industry believes in its 
urgent necessity. We believe that, so far as the Pacific 
Coast is concerned, the procurement program has 
been handled effectively, and with a minimum of 
disturbance, by the Portland regional office of the 
Commodity Credit Corporation. They have followed 
a consistent and logical program of acquiring the 
needed wheat and other grains. Yet, let no one say 
that a foreign and extra demand for half of our 
wheat supply is not a market factor, or seek to di- 
vert you by hunting about for somebody to prose- 
cute for raising prices. 

We submit that, unfortunate as high prices are in 
raising the cost of living, high prices are a necessary 
factor if we are going to stay in the business of feed- 
ing the world. Probably they are a necessary and 
unavoidable corollary to high wages, short hours, 
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high taxes, and a huge national debt. Because of our 
free markets and free prices, we are the only nation 
on earth where production has stayed up, where 
farmers have sold willingly, and where there are no 
black markets or any hiding of supplies. We hope 
that prices will stay within reasonable bounds. We 
pledge the cooperation of our industry in an en- 
lightened program towards this end. 





California lumber production reached an all-time 
peak in 1946, with a total cut of about 2.7 billion board 
feet, an increase of 18.6 per cent over 1945. Pine- 
region production during the year was 35.4 per cent 
above 1945, but output in the Redwood region was 
23.6 per cent lower than in the previous year. Produc- 
tion in the major redwood mills was adversely affec- 
ted by a strike during most of 1946. Forecasts indi- 
cate a substantial increase of total lumber production 
in California in 1947. 





Of 25 United States counties leading the nation in 
value of farm products sold and used in 1944, 16 were 
in California, according to the 1945 Census of Agri- 
culture. Los Angeles County was at the top of the 
list, with farm production worth $131 million; Fresno 
and Tulare were next. 





Net public and private indebtedness at the begin- 
ning of 1947 amounted to $393 billion, according to 
Department of Commerce estimates. This was al- 
most $15 billion lower than a year earlier, and rep- 

esents the first decline since 1931. An increase of $8 
billion in private indebtedness during 1946 was more 
than offset by a decrease of $23 billion in Federal gov- 
ernment debt, which the Treasury effected by using 
the large cash balance built up in its War Loan ac- 
count during the Victory Loan Drive late in 1945. 
Since this will not be repeated, it is unlikely that an- 
other such reduction in total indebtedness will occur 


in 1947. 


The United States Department of Agriculture an- 
nounces that the Farmers Home Administration will 
be in a position to make about 130,000 loans to owner- 
operators of family-type farms (i.e., farms operated 
without hired labor except during peak seasons) who 
are unable to obtain credit elsewhere. These loans 
may be made, up to $100 million per year, from a fund 
authorized by the 79th Congress and appropriated by 
the 80th Congress. The cost to the borrower will be 
approximately 3% per cent, and the return to the 
lender 2% per cent, the difference representing the 
cost of FHA administration and insurance. Fully in- 
sured loans may be made, repayable in 40 years, up 
to 90 per cent of the reasonable value of the farm and 
its improvements. 





August 1947 redemption of Series E Savings 
Bonds ($314.6 million) were 21 per cent less than in 
August 1946, while new purchases ($294.4 million) 
were down only 15 per cent. 





Farm wage rates October 1 were 7 per cent higher 
than a year ago and more than four times the 1910- 
40 average. About 11.7 million people were working 
on farms on October 1 (family workers, 8.9 million ; 
hired workers, 2.8 million). The increase of 242,000 
over the number a year ago was mainly hired work- 
ers. Total farm population as of January 1, 1947 was 
estimated t» be 27.5 million. This is 2.4 million above 
the wartime low reached in January 1945, and 2.7 
million below the 30.2 million of 1940. The Pacific 
and New England states are the only ones now hav- 
ing a farm population greater than in 1940. 





The index of prices received by farmers reached 
a new all-time high of 289 on October 15. Prices paid 
by farmers also rose to a new all-time high of 239. 
The index of prices received is now 23 per cent higher, 
and the index of prices paid is 18 per cent higher, than 
the record set in 1920 after World War I. 
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PORTLAND CONSUMERS’ PRICE INDEX 
October 15, 1947 
(Source: Bureau of Labor Statistics) 


Index rf Per Cent Change from——— —~ 
Oct. 15,1947 July 15,1947 Oct. 15,1946 Aug. 15, 1939 
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All items” 
Food 








Apparel 
Rent 
Fuel, elec. & ice 
Gas & electricity.... 91. 
Other fuels & ice..158.9 
House furnishing ....178.0 
Miscellaneous 142.9 
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STREET TREES FOR CITIES 


The Bureau of Municipal Research and Service of 
the University of Oregon has just published a beauti- 
fully illustrated bulletin entitled Street Trees fon, 
Cities. It is intended as a guide to city officials in th 
planting and control of street trees. Two features are 
a suggested ordinance and a list of suggested street 
trees. Those interested in obtaining copies of the bul- 
letin should write to the Bureau of Municipal Re- 
search and Service. 





CURRENT BUSINESS TRENDS IN OREGON 


Summary: Business conditions in Oregon remain excellent. 
Basic industries continue at a high rate of operation. Favorable 
conditions may be anticipated for lumber, agriculture, distribution, 
and construction. There is a seasonal increase in unemployment, 
due primarily to contraction in the food-processing industry. 
Retail trade is running substantially higher than both a year ago 
and a month ago. Bank debits also indicate a high and rising 
volume of business. 


Lumber: Lumber production continues at record levels, with 
orders as great as output. It appears that the usual winter decline 
in shipments will not occur this year. The only immediate Cloud on 
the lumber horizon is the boxcar shortage which is forcing many 
mills to operate intermittently. 


forecast by February, however. The October 1947 building permits 
shown below do not indicate this yet, although more recent press 
reports appear to bear out the forecast. 


Retail sales: Portland department-store sales are running sub- 
stantially higher than a year ago. For the period from July 1 to 
November 22 they were 10 per cent higher than for the same period 
a year earlier. This contrasts favorably with other western cities: 
Los Angeles, + 5 per cent; San Francisco, + 1 per cent; Seattle, 
+ 3 per cent; Spokane, + 11 per cent; Salt Lake City, + 10 per 
cent. Despite higher prices, it seems reasonable to presume that 
the physical volume of merchandise sold by Portland department 
stores exceeds that of a year ago. Sales of independent retailers 
in Portland for Octber were 3 per cent higher than for September, 
7 per cent higher than for October 1946; for the first ten months 


Construction: Construction employment remains at the same of 1947, they were 13 per cent higher than for the first ten months 
high level attained last August. A decrease of about 20 per cent is of 1946. 


BANK DEBITS 


_ Bank debits represent the dollar value of the checks drawn against individual deposits. Approximately 90 per cent of all goods, property, and 
services is paid for by check. Bank debits are regarded as indicators of the general trend of business, though their value for this BF may be impaired by 
substantial changes in the level of prices. The Bureau of Business Research collects bank debits from 92 banks and branches monthly. On occasion, the 
totals for the same month in different issues of the Review are not directly comparable because of necessary adjustments in basic data. 


Number of 
Banks 
Marketing Districts Reporting 


Oregon 84 


Portland (Portland, Hillsboro, Oregon City, etc.) 
Lower Willamette Valley (Salem, McMinnville, etc.).............. 
Upper Willamette Valley (Salem, Corvallis, Eugene, etc.)...... 
North Oregon Coast (Astoria, Tillamook, etc.) 
Douglas, Coos Bay 

Southern Oregon (Ashland, Medford, Grants Pass) 

Upper Columbia River (The Dalles, Hood River, etc. )............. 
Pendleton area 

Central Oregon (Bend, Prineville, Redmond) 
Klamath Falls, Lakeview area 

Baker, LaGrande area 

Burns, Ontario, Nyssa 


Debits 
Oct. 1947 


Debits 
Sept. 1947 


$967,142,870 $967 ,212,424 


611,800,751 608,598,074 
72,765,995 76,230,209 
78,115,653 79,241,052 
24,213,138 23,123,121 
25,215,748 26,001,893 
38,149,870 40,608,066 
19,521,554 19,287,708 
19,851,331 22,297,971 
12,366,920 7,808,541 
32,821,441 32,674,842 
21,371,987 21,002,385 
10,948,482 10,338,662 


Debits 
Oct. 1946 


$873,400,832 


560,279,518 
71,954,379 
63,079,585 
17,813,766 
19,878,992 
38,237,731 
18,472,684 
17,916,241 

9,327,497 
28,992,798 
17,404,337 
10,043,304 


Oct. 1947 compared with 
Sept. 1947 Oct. 1946 


— 0.01% +10.7% 
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BUILDING PERMITS 


Building permits give an indication of building operations planned rather than actual construction under way. Care must be taken, in interpretin 
these data, to allow for the lag which may elapse between the issuance of the permit and the beginning of actual construction. The data have been collect 
by the Bureau of Business Research. 


Additions, Alterations 
epairs 
Oct. 1947 


4,535 
50,296 
7,350 
86,450 
48,918 
13,061 
18,601 
6,193 


New New 
Residential Nonresidential 
Oct. 1947 Oct. 1947 

Albany . $ 9,455 $ 
ie is 
en . 0 
Corvallis 85,500 eaaveee 
Grants Pass 4'318 
Klamath Falls 21,594 


545 
202,460 
3,000 


Totals 
Sept. 1947 


Totals 
Oct. 1947 
$ 46,240 
74,296 
82,500 









































Portland 
Salem 
The Dalles 


0 
2,831,435 
71,250 


5 16,700 
14 other iti 337,100 

















21,225 
80,380 


$1,150,731 


25,935 
559,464 
$7,087,867 








43,625 
727,730 
$7,953,962 





Totals $2,763,249 $4,039,982 $4,416,870 








